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ABSTRACT:
This project involved taking the cash receipts and disbursements for
Shafer Engineering and converting them to accrual based statements in
conformity with generally accepted accounting principles. An annual report was
then created to present these findings. The purpose of the project was to apply
my classroom learning of accounting to a real business and to show the
management of this business the results and the significance of their financial
statements. I referred to old records and interviewed company management to
determine and estimate accruals, deferrals, assets, and liabilities for each year
encompassed in the report. Anything that required judgment in place of facts was
noted in the notes to the financial statements. An independent auditor's report
was included in the annual report to make it look more authentic. However, no
audit was conducted. The project has given me a taste of accounting in the reat
world and has given Shafer Engineering a better idea of the standing of their





Sales Revenue $185,165.68 100.00% $193.314.73 100.00% $205.212.30 100.00%
Operating Expenses ($149,439.04) -80.71% ($147,651.44) -76.38% ($152.542.04) -74.33%
Income from Operations $35.726.64 19.29% $45,663.29 23.62% $52,670.26 25.67%
Other _($2.550.32) -1.38% ($3,066.48) -1.59% ($3,109.66) -1.52%
Net Income $33,176.32 17.92% $42,596.81 22.03% $49,560.60 24.15%
-
Current Assets $28,668.55 34.35% $20,799.76 25.51 %
Property, Plant, & Equip. $54.780.98 65.65% $60,743.18 74.49%
Total Assets $83,449.53 100.00% $81,542.94 100.00%
Current Liabilities $5,865.93 7.03% $6.745.81 8.27%
Long-Term Debt $22,003.94 26.37% $24,242.79 29.73%
Owner's Equity $55.579.66 66.60% $50,554.34 62.00%
Total Liabilities & Equity $83,449.53 100.00% $81,542.94 100.00%
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Municipal Engineering $37,929.48 21.39% $50,828.14 25.85% $53.813.65 26.56%
Rural Surveys $41,527.75 23.42% $40,255.50 20.47% $21,832.00 10.78%
Town Surveys $31,027.50 17.50% $25,966.00 13.21% $16,868.50 8.33%
Subdivisions $13,996.00 7.89% $4,152.50 2.11% $0.00 0.00%
Studies, Const., Industry $50,720.87 28.60% $74,021.97 37.64% $107.225.88 52.93%
Miscellaneous $2,134.06 1.20% $1,413.40 0.72% $2,847.27 1.41%
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Working Captial (Current Assets .Current
Liabilities) $22,802.62
Current Ratio (Current Assets/Current
Liabilities) 4.887
WorkingCapital and the Current
Ratio show positive trends.
Because of the small amount of
current liabilities, the current ratio




Average Collection Period (365
da s/Accounts Receivable Tumover)
The Debt to Equity ratio is computed by dividing Total
Liabilities by Owner's Equity. The decline in the ratio is
a positive sign for the owners of Shafer Engineering, as
it illustrates that company debt is declining in relation to Debt to Equity Ratio
equity, therefore leaving a larger share of the pie for the
owners.
Fixed Assets to Equity (% of Equity
invested in Fixed Assets)
Retum on Assets (Net IncomefTotal
Assets)







At left, the Shafer
family - Sara, Bill,
Mary, David, and
Jean - gather for a










Wages $88,255.10 58.01% $92,932.22 61.61% $83,911.63 53.87%
Pension Plan $12,132.22 7.97% $8,918.86 5.91% $12,618.20 8.10%
Vehicles and travel $8,459.58 5.56% $7,450.57 4.94% $7,602.95 4.88%
Office expenses $8,439.83 5.55% $8,436.01 5.59% $11,462.15 7.36%
Telephone and utilities $6,547.45 4.30% $5,590.08 3.71% $7,095.48 4.56%
Depreciation $6,162.20 4.05% $6,056.63 4.02% $5,339.63 3.43%
Taxes $5,718.24 3.76% $6,564.03 4.35% $7,959.33 5.11%
Health Insurance $4,624.05 3.04% $0.00 0.00% $0.00 0.00%
Insurance expense $3,955.62 2.60% $3,145.89 2.09% $1,817.47 1.17%
Professional services $3,500.00 2.30% $6,038.73 4.00% $12.580.50 8.08%
Interest expense $2,701.11 1.78% $3,195.12 2.12% $3,223.30 2.07%
Advertising expense $1,255.52 0.83% $1,273.06 0.84% $1,304.26 0.84%
Maintenance and misc. $389.23 0.26% $1,245.36 0.83% $850.44 0.55%
$152,140.15 100.00% $150,846.56 100.00% $155,765.34 100.00%
1994 Compensation as a Component of Total
Expenses
Employee Benefits indude health insurance and payments into
the employee pension plan.
As illustrated by the pie chart,
employee compensation is by far the
largest expense component for
Shafer Engineering. As the
engineering business is a service
industry, human resources are a vital
asset to the company, and each
employee plays a significant role in
leading our company into the future.
Above. the proud owners of Shafer Engineering, Bill
and Jean Shafer, smile for the eamers. At the right. Bill
end Jean's daughter Sara and her husband David
Daniel sit for their engagement picture. Bill often refers
to David, the computer expert, when he has a hardware
or software question, and Sara has made a name for
herself as the resident Accounting expert.
3
To All Interested Parties:
You willnotice that both net income and sales have decreased for the past two
years. This appears to be a troublesome trend. However, we believe that it is
simply a temporary slowdown and nothing to be overty concerned about. While
the recession hit the rest of the county in the early 1990s, we were at our busiest
point ever and did not feel any effects from it. Ironically, the slowdown hit us a
few years later. We believe that 1995 is the year that we willbounce back and
earnings willbegin to climb again!
As you willnote from the cash receipts divided by business segment highlight, the
composition of where our revenues are coming from has changed dramatically in
past three years. In 1992, over half of our receipts came from studies,
investigations, construction staking, and industry. In 1994, only 28.6% of cash
receipts was attributed to this area. The reason for this large decline is that in
1992, we were involved in a large staking project for the construction of a major
interstate highway. This project has since ended, and there has been none other
of such magnitude to take its place. Land surveys now compose over 50% of our
receipts, the dollar amount of these sales doubling in the past two years. This





Shafer Engineering has come a long way from the two man business it first was
fourteen years ago. Record keeping was minimal back then, and I spent most of
my time out in the field taking measurements. Finding me in the field now is a
rarity. Generally, you willfind me talking on the phone with clients, visiting with
clients at their offices, giving presentations at town meetings, and directing my
staff to make sure that we meet deadlines and appease our clients.
Good record keeping is essential now to ensure that we are paid for work
performed. As you willnote in the financial highlights, the amount of time it takes
to collect an account receivable is nearty 46 days, up from almost 40 in 1993.
This is a 15.6% increase, which concerns us. However, we are now sending out
reminder statements and aggresively pursuing uncollected accounts from prior
years. In 1995 all accounts were collected from 1994, as well as some accounts
that were outstanding from 1993. With better accounting and managerial control
over accounts receivable, our cash flow willbe impacted positively and lead us to
higher revenues.
A simple cost accounting system was also implemented in 1994 to help us in
pricing jobs so that we do not charge less for a job than what it costs us to
perform it. The system also gives us weekly sales goals that willhelp us reach
our target profit for the year.
5Inaggregate, the numbers for 1994 are not as good as in past years. However,
they are also not as good as they will be in future years. Never has there been a
better time for placing bets on the company. Now, the betting is low, but we are





Shafer Engineering was founded in 1981 by J. William Shafer as a sole
proprietorship headquartered in the town of Hennepin, Illinois. The company is a
consulting engineering firm in the general practice of civil engineering and land
surveying, providing engineering and land surveying services to municipalities.
contractors, developers, lake associations, fertilizer/herbicide dealers, attorneys,
real estate agents and private individuals.
The engineering services performed involve problem evaluation studies,
preparation of plans, specifications and estimates, receipt of bids, contract
awards, construction staking and inspection, contract administration, and
certification of contractor payments.
When Shafer Engineering first began, there was one employee working with Bill
in the county highwaybuilding,which was used as an office. In 1991, an old
church was purchased and redesigned to accommodate the two full time
employees on the survey crew, one full time employee in the office, and the two
summer college workers.
The milk man and the family doctor may no longer make house calls, but Shafer
Engineering does. In order to survey a lot for the client, the field crew must
physically go there to perform the land survey. Another unique feature is that
there are a lot of one..time customers, simply because the only time that private
individuals need a survey is when they are buying or selling property. Hence,
there is a high turnover of jobs and clients due to the nature of the business. The
majority of the company's business comes from referrals. For this reason, good
public relations are very important, and this is one of the strengths of the
business combined with management's even temperament and ability to
communicate effectively with others.
In the summer of 1991, Shafer Engineering purchasedthe former Catholic
church at the corner of Fourth and Court streets in Hennepin, Illinois and
transformed it into an office to accommodate the growing needs of the business.
Instead of having everyone trying to work out of one room, which was very
distracting and inefficient, there is now a receptionist area, a blue print room, a
drafting room, a conference room, a supply room, a small kitchen, an office for
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Bill, and an office for the survey crew. In addition, there is also a choir loft for
long-term storage I
The engineering and surveying business continues to become more competitive
as more firms emerge in the area, and for this reason Shafer Engineering
cannot afford to be satisfied with the status quo, but must continue to seek out
new business and new areas. Shafer Engineering does have a niche in the
land surveying business where many larger engineering firms do not see a profit
potential and look for bigger jobs. Their competitive advantage is strengthened
by the fact that they tend to be a low cost leader while maintaining the same
quality as their higher priced competitors.
Employee benefits have been one of the areas of greatest change in recent
years. In 1988, a defined contribution Keogh pension plan was begun for
employees into which the employees make contributions and Shafer
Engineering matches their contributions dollar for dollar. In 1989, Shafer
Engineering began giving employees paid holidays and vacations. And in 1994,
health insurance was added as a benefit to employees. The company pays for
one half the cost of the insurance for employees, their spouses and dependents.
J. Wf11Lnn(Bm> Shaler
Bill is the founder and owner of Shafer Engineering. He graduated from Iowa
State University in 1969 with a Bachelor of Science in Civil Engineering and
began work as a design engineer for Natural Gas Pipeline Company in Chicago,
Illinois. In 1973 he went to work for Robert Renwick and Associates, Inc. in
Ottawa, Illinois as a project engineer where he stayed until the end of 1980 when
he accepted the part-time position as Putnam County engineer and formed
Shafer Engineering.
Bill is both a professional engineer and a professional land surveyor as registered
with the State of Illinois. In 1974 he became Illinois Professional Engineer No.
32130, and in 1975 he became Illinois Professional Land Surveyor No. 2213. He
is a member of the Illinois Society of Professional Engineers, the National Society
of Professional Engineers, the Illinois Association of County Engineers, the
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National Association of County Engineers, and the American Road and
Transportation Builders Association.
On the personal side, Bill married Gloria Jean Kastl in 1970, and they had three
children while living in Ottawa. In 1983, Bill fulfilled his long-time dream of
building his own house, which is two miles south of Hennepin where he and his
family now reside.
Gloria dean Shafer
Being Bill's wife, Jean has very strong ties to the business. She works on a part
time basis out of the home so that her hours are more flexible and she has more
time for the family, as both Bill and Jean are very family oriented. Jean is the
unofficial controller for Shafer Engineering. She takes care of the payroll
function and all of the cash disbursements and cash receipts. In addition, she is
the company's best draftsman. She went to Iowa State University for three years
and then transferred to Northern Illinois University where she graduated with a
Bachelor of Science in Elementry Education in 1971.
Alex Rolando, Jr.
Alex has been with Shafer Engineering since 1986, and he is the instrument
man leading the survey crew. He is responsible for calculating and recording
points for surveying and staking. He also does some of the drafting work.
JJauu:, Thornton
Jimmy is Shafer Engineering's most dependable employee. He has been with
the company since 1990 and is the rodman on the survey crew.
Uncia DeMaUJa
Linda began working part-time and now works full-time in the office for Shafer
Engineering. She is responsible for company receivables, recording budgeted
and actual cash receipts, secretarial and receptionist work, and some drafting.
She has worked for the company for two years.
Shafer Engineering normally employs approximately two extra employees,
generally college students, in the summer months to accommodate the increased
work load that comes in the summer time (due to the cyclical construction
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season). These people gain experience doing field work as well as some of the
offices duties such as drafting and running errands.
It's a ,. Buslnessl
Bill and Jean's children also work for Shafer Engineering. Mary, the youngest,
is the only one still living at home. She helps out with clerical work such as
making copies and updating the cash receipts and disbursements spreadsheet on
the computer. Sara, the oldest, mainly oversees the spreadsheet work that Mary
performs now that she no longer lives at home. David just left home to go to
school at Michigan Technologicallnstitute to study civil engineering and land
surveying. He has worked summers and weekends, mainly doing field work for
the business, and there is a possibility that he will someday return to share in the
ownership and management of Shafer Engineering with Bill.
David Shafer poses for a formal
shots in his high school senior
picture. The aspiring engineer has
high hopes for Shafer Engineering.
Mary Shafer takes a break
from work to smile for the
camera.
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Sales Revenue (Note 2) $185,165.68 $193,314.73 $205,212.30
Operating Expenses
Wages (Note 8) $88,255.10 $92,932.22 $83,911.63
Employee Benefits (Note 7) $16,756.27 $8,918.86 $12.618.20
Office expense (Note 2) $8,439.83 $8,436.01 $11,462.15
Insurance expense $3,955.62 $3,145.89 $1,817.47
Telephone and utilities $6,547.45 $5,590.08 $7,095.48
Vehicles and travel $8,459.58 $7,450.57 $7,602.95
Advertising, maintenance, & miscellaneous $1,644.75 $2,518.42 $2,154.70
Professional services $3,500.00 $6,038.73 $12,580.50
Depreciation (Note 4) $6,162.20 $6,056.63 $5,339.63
Taxes (Note 9) $5,718.24 $6,564.03 $7,959.33
$149,439.04 $147,651.44 $152,542.04
Income from Operations $35,726.64 $45,663.29 $52,670.26
Other Revenue
Interest revenue $150.79 $128.64 $113.64
Other Expenses
Interest expense (Note 6) $2,701.11 $3,195.12 $3,223.30
($2,550.32) (§3,066.48) (~3,109.66)
Net Income $33.176.32 $42,596.81 $49,560.60
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Property, Plant, and Equipment
Land
Building -net (Note 4)
Equipment -net (Note 4)
Total Property, Plant, & Equipment
Total Assets




Wages payable (Note 8)
Accounts payable
Note payable - current portion
Mortgage payable -current portion
Total Current Liabilities
Long-Term Debt























































Cash Flows from Operating Activities
Cash received from customers $177,335.66 $196,637.51 $202,587.30
Interest received $150.79 $128.64 $113.64
Cash Inflows from Operating Activities $177,486.45 $196,766.15 $202,700.94
Wages paid $88,551.10 $92,986.72 $83,850.63
Employee Benefits (Note 7) $16,756.27 $8,918.86 $12,618.20
Supplies, dues and office expenses paid $8,387.83 $8,322.22 $11,575.94
Insurance paid $3,994.39 $3,943.43 $1,742.47
Telephone and utilities paid $6,546.08 $5,651.86 $7,468.08
Vehicle expense, meals, travel and repairs $8,383.16 $7,459.07 $7,419.95
Advertising, maintenance, & miscellaneous $1,644.75 $2,518.42 $2,154.70
Professional services & subcontractors $3,850.00 $11,779.66 $6,489.57
Interest paid (Note 6) $2,701.11 $3,195.12 $3,223.30
Taxes paid (Note 9) $5,699.45 $6,588.99 $7,981.91
Cash Disbursed from Operating Activities $146,514.14 $151,364.35 $144,524.75
Net Cash Provided by Operating Activities $30,972.31 $45,401.80 $58,176.19
Cash Flows from Investing Activities
Sale of equipment $0.00 $1,430.00 $0.00
Purchase of equipment ~2oo.oo) ($6,072.05) ($14,504.95)
Net Cash Used by Investing Activities ($200.00) ($4,642.05) ($14,504.95)
Cash Flows from Financing Activities
Payments to owner ($36,651.00) ($44,350.00) ($60,097.02)
Shafer capital reinvested $8,500.00 $5,500.00 $8,500.00
Bank note $0.00 $0.00 $15,000.00
Mortgage principal paid ($596.08) ($870.60) ($837.89)
Bank note principal paid --LS4,438.01) (~,017.32) (~2,464.38)
Net Cash Used by Financing Activities J33,185.09) (~3,737.92) (.39,899.29)
Net Increase (Decrease) in Cash ($2,412.78) ($2,978.17) $3,771.95
Cash, January 1, 1994 ($78.99) $2,899.18 (~72. 77)
Cash, December31,1994 ($2,491.77) ($78.99>...J2,899.18
Shafer BngJaeerJag
Stataaeat 01 £ash Flows
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The accompanying notes are an integral part of the financial statements. 12
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Net Income $33,176.32 $42,596.81 $49,560.60
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation expense $6,162.20 $6,056.63 $5,339.63
Decrease (increase) in accounts receivable ($7,830.02) $3,322.78 ($2,625.00)
Decrease (increase) in supplies $0.00 $200.00 ($200.00)
Decrease (increase) in prepaid insurance ($38.77) ($797.54) $75.00
Increase (decrease) in accounts payable ($220.21 ) ($5,897.42) $5,987.54
Increase (decrease) in wages payable ($296.00) ($54.50) $61.00
Increase (decrease) in taxes payable $18.79 ($24.96) ($22.58)
Total adjustments ($2,204.01 ) $2,804.99 $8,615.59
Net Cash Provided by Operating Activities $30,972.31 $45,401.80 $58,176.19
Shaler ~ft.g
Stataaeat of ~h Flows
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Owner's Equity, December 31
The accompanying notes are an integral part of the financial statements. 13
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1. Accounting Policies
Shafer Engineering operates on a cash basis. Accrual statements have
been complied with due professional care with the understanding that it is
possible that expenses, deferrals and accruals may be slightly misstated
because in some cases facts were missing and professional judgment had
to be made to determine in which period the transaction took place.
Shafer Engineering's year end is December thirty-first.
2. Supplies
No perpetual records are kept of supplies inventory, and periodic supplies
inventories are not taken. Therefore, estimates of supplies at December
31 were made for the years 1991, 1992, 1993, and 1994. For 1991, 1993,
and 1994, the level was estimated to be $700. In the 1992 the level was
estimated to be $900 due to a particular staking job that was in progress.
These estimates impact supplies on the balance sheet, office expense on
the income statement, and office expense/supplies on the statement of
cash flows for all three years shown.
3. Accounts Receivable
No records were kept of accounts receivable prior to the beginning of
1993. Therefore, beginning accounts receivable for 1992 was estimated to
be $20,000, which is in line with the actual accounts receivable balances in
subsequent years and the cash receipts activity in the early months of
1992. This estimate impacts the sales revenue for 1992 and the accounts
receivable adjustment for the statement of cash flows for 1992.
4. Depreciation
Depreciation is provided by the straight-line method for financial statement
purposes and by straight-line, accelerated methods and complete
expensing (Section 179) for tax purposes. Provision for depreciation is
made over the estimated useful lives of the assets.
Depreciation expense for 1994,1993, and 1992, and accumulated
depreciation at December 31, 1994 and 1993 are shown below as properly
allocated between equipment and building.
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Depreciation expense -equipment $4,415.20 $4,309.63 $3,592.63
Depreciation expense - building $1.747.00 $1.747.00 1 747.00
Total DepreciationExpense $6,162.20 $6,056.63 $5,339.63
1H4 1m
Building $45,069.00 $45,069.00
Less: Accum depreciation [$5.566.QO) [$3.819.00)
Building - net $39,503.00 $41,250.00
Equipment $30,664.44 $30,464.44
Less: Accum depreciation ($17.886.46) ($13.471.26)
Equipment - net $12,777.98 $16,993.18
5. Long-Term Debt
Long-termdebt consists of the mortgage on the office building, which was
obtained in December of 1991 when the new office was purchased and
remodeled. The obligation was refinanced in 1995.
6. Interest Expense
Interest expense for the years 1994, 1993, and 1992 consists of interest

















The company has a defined contribution pension plan that covers all full
time employees and some part time workers. Plan contributions are made
by both employees and the company. Employee health insurance was first
offered in 1994. The cost is split evenly betweenthe employeesand the
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company. For the years 1994, 1993, and 1992, the company's pension

















Due to a lack of records, wages payable at the end of 1991 were
estimated to be $1000.00. This estimate impacts wages expense for 1992
and the wages adjustment for the 1992 statement of cash flows.
9. Income Taxes
The tax payments, expenses, and payable relate to payroll taxes,
unemployment taxes, and real estate taxes. Federal and state income
taxes are paid out of the personal account of Bill Shafer and hence are
absorbed in owners withdrawals shown on the Statement of Owner's
Equity.
10. Cash
As of December31, 1994 and 1993 the ending book balance in the cash
account was negative. However, the balance according to the bank was
not an overdraft, due to the fact that not all disbursements had cleared the
bank at that time. In each occasion, within a week into the next fiscal year
the cash balance had returned to its normal status as a current asset.
16
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The management of Shafer Engineering is responsible for the preparation,
integrity and objectivity of the Company's financial statement and the other
financial information in this report. The financial statements were prepared in
conformity with generally accepted accounting principles and reflect in all material
respects the results of operations and the Company's financial position for the
periods shown. The financial statements are presented on the accrual basis of
accounting and, where appropriate, reflect estimates based upon judgments of
management.
In addition, management maintains a system of internal controls designed to
assure that Company assets are safeguarded from loss or unauthorized use or
disposition. Also, the controls system provides assurance that transactions are
authorized according to the intent of management and are accurately recorded to
permit the preparation of financial statements in accordance with generally
accepted accounting principles. For the periods covered by the financial
statements in this report, management believes this system of internal controls





We have audited the accompanying balance sheets of Shafer Engineering as of
December 31, 1994 and 1993, and the related statements of income, cash flows
and owner's equity for each years ended December 31, 1994, 1993, and 1992.
These financial statements are the responsibility of the Company's management.
Our responsibility is to express an opinion on these financial statements based on
our audit.
We conducted our audit in accordance with generally accepted auditing
standards. These standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.
In our opinion, the financial statements referred to above present fairly, in all
material respects, the financial position of Shafer Engineering as of December 31,
1994 and 1993, and the results of its operations and its cash flows for the years
ended December 31, 1994, 1993, and 1992 in conformity with generally accepted
accounting principles.
Daniel & Partners
DeKalb, Illinois
November 29, 1995
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